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ANNUAL REPORT 
OF THE DIRECTORS 


March 14, 1979 
To the Shareholders: 


The 1978 Annual Report, together with 
the Consolidated Statements for that year 
and the report of your auditors, is 
submitted herewith. 


Consolidated Sales for 1978 totalled 
$79,436,000 as compared to a restated 
$70,033,000 in the previous year. The loss 
for 1978 before the extraordinary item 
amounted to $1,743,000, or $4.39 per 
share as compared to a loss in 1977 of 
$2,592,000, or $6.52 per share. The net 
loss for 1978 after provision for the 
extraordinary item was $3,456,000, or 
$8.70 per share. The improvement noted 
in the Report for the third quarter of 1978 
continued in respect of the Parent 
Company’s operations in Canada. These 
earnings, however, were offset by the 
continuing losses in the Company’s two 
principal subsidiaries, Wabasso (Europe) 
B.V. and Woods Bag & Canvas Co. Ltd. 


The improvement expected in the 
operations of Wabasso (Europe) B.V. in 
1978 did not materialize and a further 
substantial loss was incurred. Due to the 
continuing losses of this wholly-owned 
subsidiary, the Company has decided to 
sell or otherwise terminate this operation 
and, accordingly, the results of the 
operations and their assets and liabilities 
pertaining to the year 1978 have been 
segregated from the remainder of the 
operations and the 1977 Income 
Statement has been restated on a 


comparative basis. A provision of 
$1,713,000 to cover the estimated cost 
and the write-off of this investment is 
disclosed as an extraordinary item. 


Woods Bag & Canvas Co. Ltd. sustained a 
loss in 1978 due to lower sales of Down 
products which traditionally have 
contributed a higher rate of return and toa 
substantial decline in the number of tents 
sold in a very competitive market. The 
POLYDOWN sleeping bags which were 
introduced last year were favourably 
accepted. Bookings to date in 1979 are 
substantially ahead of those in the same 
period in 1978 with respect to sleeping 
bags, but the level of tent activity is not 
expected to increase to any extent. 


A Cost Reduction Programme is presently 
being introduced to offset inflationary 
pressures and to improve productivity. 
An improved Inventory Control 
Programme is being implemented. 


Consolidated retained earnings at 
December 31, 1978 amounted to 
$6,713,000 as compared to $17,503,000 at 
the end of the previous year. Working 
capital was reduced by an amount of 
$4,109,000 to $6,763,000 at December 31, 
1978. Payments aggregating $500,000 
were made to the Series ‘‘A’’ 84% 
Debentures Sinking Fund. 


In view of the expiry as at December 31, 
1978 of the provision in the Income Tax 
Act whereby corporations could declare a 
dividend out of Capital Surplus on Hand 
which would be tax free to the recipients, 
it was deemed advisable to capitalize the 
Company’s Capital Surplus on Hand so 
that it would confer a tax free benefit to 


the shareholders if shares of the 
Company were redeemed in the future 
under the new Canada Business 
Corporations Act. Accordingly, this 
deemed dividend aggregating 
$7,333,232, representing $18.46 per 
common share, is recorded in the 
accounts through a transfer from retained 
earnings to the paid-up capital stock of 
the common shares, effective December 
29, 1978. The necessary formalities to 
give effect to the foregoing have taken 
place. 


Capital expenditures in 1978 amounted 
to $672,000 as compared to $2,503,000 in 
1977. A substantial portion of the amount 
spent in 1978 represented the automatic 
winding equipment for the Welland mill 
which was necessary to complete the 
re-alignment of the production facilities 
at that location. This project is now 
completed and the Company is now 
realizing the benefits of improved 
quality, with greater efficiencies. 


The premium on the U.S. dollar has 
proved beneficial to the operations of the 
Company, particularly in the last half of 
the year. Customers are now relying more 
on domestic sources of supply and as a 
result, activity levels have improved and 
it has been possible to implement in 
stages certain price increases. At the 
present time, sales yarn operations are 
holding steady and the Shawinigan mill 
continues to operate on a seven day basis. 
The demand for bedding products and 
towels has resulted in overtime work. An 
improvement in the demand for denim at 
both Welland and Trois-Riviéres has 
resulted in the re-instatement of shifts 
that had previously been cut back, 


although these operations are not yet 
working to capacity. While sales in 1978 
exceed those of the similar period of last 
year, the return to an acceptable profit 
level will be slow as costs have likewise 
increased. 


The principal labour contracts expire in 
1979. Negotiations for a renewal of the 
contracts covering the mills in the St. 
Maurice Valley are presently progressing, 
with negotiations covering the Niagara 
Division plants scheduled later in the 
year. 


Raw cotton prices in U.S. funds have 
eased somewhat from those prevailing in 
the fourth quarter of 1978, but they are 
still significantly higher than a year ago. 
When stated in Canadian currency, the 
increases have been significant in the 
final cost of our products. The other 
principal fibre, polyester, has also 
increased in price. 


Our report last year indicated the 
Company’s concern with respect to GATT 
negotiations both as to tariffs and 
non-tariff barriers. It also commended the 
Federal Government for its improved 
attitude towards the industry in Canada 
and its actions with reference to 
disruptive imports from low-cost sources. 
During this period, the Quebec 
Government has rendered assistance to 
the industry by acknowledging its 
valuable contribution to the economy and 
by making representations to the Federal 
Government. The GATT negotiations are 
not yet concluded but published reports 
and statements by Government officials 
lead us to believe that textiles will not be 
seriously affected. 


The industry has become much more 
vibrant, employs more labour and has 
gained a feeling of confidence as to the 
future that has not prevailed in many 
years. Caution must prevail with respect 
to any reduction in the scope and rate of 
duties presently applicable, both with 
respect to the GATT negotiations and 
recent references to a_ trading 
arrangement between Canada and the 
WS Ae 


Messrs. C.S. Cox and E.C. Wood resigned 
from the Board in 1978. Mr. Cox was a 
member of the Board of this organization 
for twenty-four years and a former 
member of the Executive Committee and 
served the Company for a total of fifty-one 
years. Mr. Wood was a Director and 
member of the Executive Committee for 
fifteen years. Their interest and 
contribution to the affairs of this 
Company over these periods is deeply 
appreciated and in recognition of their 
service, both gentlemen were named 
Honorary Directors. Messrs. W.R. 
Clerihue and L.E. Ricard were appointed 
to fill the vacancies on the Board and Mr. 
Clerihue was elected a member of the 
Executive Committee. 


The Board of Directors acknowledges the 
co-operation of the employees in their 
efforts to further the welfare of the 
Company. 


On behalf of the Board of Directors 


H. ROY CRABTREE 
Chairman and President. 
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Assets 


CURRENT ASSETS 


Inventoriess(MOtenZ) mec te-r:-accu-cc-ace neater eee eee eta 
Prepaid expenses creacswer niece et iotie ee eur cee 


FIXED ASSETS (note 3) . 
Land, buildings, machinery and equipment.................006 
Less accumulated deprectation.. te eee ana 


DEFERRED INCOME TAXES (note 4) 


APPROVED BY THE BOARD 


H. Roy Crabtree, Director 


A.J. Fyfe, Director 


1978 


$ 364,814 
14,641,903 
69,450 
28,539,554 
410,092 


44,025,813 


52,219,162 


33,557,358 


18,661,804 


620,051 


$63,307,668 


1977 


$ 89,630 
11,447,380 
82,529 
28,697,280 
515,996 


40,832,815 


52,983,901 
31,878,595 


20,705,306 


$61,538,121 


Liabilities 


CURRENT LIABILITIES 

aM Kauicle ted IESS( MOLE 5) mrericcusakeecsstetne et eas cevtnnt thecsemeenenes 
Accounts payable and accrued liabilities.............00.cccceee 
Gurrentportion of lomg term: GED. 2 siccascsns.evssesaresdetsecovescesene 
Provision for loss on Wabasso (Europe) B.V. (note 6)........ 


PON GeTE RIV DEB Dal mOtes 7.) anccccccncomeesesusbusstossucdess sous stereeer 


DEFERRED 


INGORE TAXES Sten. csanceusutwrenncesee.sencteatasecstenee 


Shareholders’ Equity 


CAPITAL STOCK 


Authorized 


525,000 Common shares without nominal or par value 


Issued 


SIME TAES HALES (IGE. O jecukaesins: onten-uncviescramaeneNaneaaedsessens 


RESERVES 


RETAINED 


IPOISINGIN Gs Oust cescboanceeserevemlesmane ces ssavutosoumerdnacsoeosees 


1978 


$28,225,719 
6,913,472 
1,023,884 
1,100,000 


37,263,075 


7,331,430 


10,000,000 


2,000,000 


6,713,163 


18,713,163 


$63,307,668 


OTM 


$22,757,038 
652305297, 
DSCNS 


29,961,110 
8,799,198 


608,152 


2,666,768 
2,000,000 
17,002,893 


22,169,661 


$61,538,121 


CONSOLIDATED 
STATEMENT 

OF INCOME 
AND RETAINED 
EARNINGS 


For the year ended 
December 31, 1978 


AND SUBSIDIARY COMPANIES 


OPERATING EXPENSES 

Manufacturing, selling and administrative costs................ 
Depreciationie.cnccniee cee ere ee eee: 
Interest/onilong termdebtiy a. cemeecere cee eee 
Other, Interestee Bey eae eee, acme ace tae nee eee 


Loss from operations before income taxes and other items 
Deferrediincome tax reduction....0..---6...tesce reson eee 


Loss from operations before other items ..............:cccceseeeeeee 
Loss from operations of Wabasso (Europe) B.V. (note 6)... 


Loss beforecextraordinary itemise eee eee 
Provision for loss on Wabasso (Europe) B.V. (note 6)........ 


RETAINED EARNINGS AT BEGINNING OF YEAR 


Dividend out of Capital Surplus on Hand (note 8)............. 
Dividends: Paiders.c seer tate cece ee, Poaceae ee ne 


RETAINED EARNINGSFAT END OF YEAR 228 scmesncss: 


LOSS PER SHARE 

Loss {rormraper ations eases arcmin ae.com ester ee ee are 
Loss from operations of Wabasso (Europe) B.V. 

Loss. betore extraordinary wen. nee eee ee 


1978 


$79,436,297 


76,723,400 
1,830,825 
747,888 
2,305,353 
175,292 


81,782,758 


2,346,461 


1,263,781 


1,082,680 
660,818 


1,743,498 
1,713,000 


3,456,498 


17,502,893 


14,046,395 
7,333,232 


$6,713,163 


$(2.73) 
$(1.66) 
$(4.39) 
$(8.70) 


U7 


$70,033,008 


68,653,920 
1,923,973 
785,647 
1,611,371 
1,077 


72,975,988 
2,942,980 
1,580,394 


1,362,586 
1,229,208 


e8) IL 7S 


2,091,794 
20,154,263 


17,562,469 


99,576 


$17,502,893 


CONSOLIDATED 
STATEMENT OF 
CHANGES IN 
WORKING 
CAPITAL 

For the year ended 
December 31, 1978 


O 
LIMITED 


AND SUBSIDIARY COMPANIES 


WORKING CAPITAL DERIVED FROM 
Saleyotslixediassetsm mer entero ee ee ee 
Long termxdebt ise, csi ccsg. oes eae eee ee ees eon 


WORKING CAPITAL APPLIED TO 

AG ole) faa Voy a sem aren pasdcacnecnoscodecchcm tion ac ononchncecia tkeaenont beconadd cantadadoee 
Operations of Wabasso (Europe) B.V.............:ccccssssseceeeeeees 
Provision for loss on Wabasso (Europe) B.V............0secee0000 
Additions tO-tixed assets: ase. cen siercert ees em eee eee 
Reduction of donc termidebtvn: ec ecot ere eer 
Dividends: paidiraynescee mane meen tees cate rcmecon rt on ee renee 


DECREASE IN AWORKING CAPITA Le ireseacceseoeaeascmastaueressesa= 
WORKING CAPITAL AT BEGINNING OF YEAR............:.. 


WORKING CAPITAL ATSEND OB CY EA R fine. srscersccnonenauees 


1978 


$ 178,527 
190,953 


369,480 


401,608 
617,631 
1,713,000 
671,875 
1,074,333 


4,478,447 
(4,108,967) 


10,871,705 


$ 6,762,738 


O77 


$ 20,563 
1,238,239 


1,258,802 
Iss hos 
1,053,349 
2,902,695 


S735 
99,576 


5,772,548 
(4,513,746) 


15,385,401 


$10,871,705 


u 
LIMITED 


NOTES TO 
CONSOLIDATED 
FINANCIAL 
STATEMENTS 

Year ended December 31, 1978 


AND SUBSIDIARY COMPANIES 


1. SUMMARY OF ACCOUNTING POLICIES 


Consolidation 

All subsidiaries are consolidated except as explained in note 6. There is a minority interest in one 
subsidiary which is not significant in terms of the consolidated financial position or results of 
operations of the company and is therefore not separately disclosed. The minority interest is 
included in current liabilities and has been adjusted through the statement of income and retained 
earnings for the current year. 


Foreign exchange 

Working capital, excluding inventory and prepaid expenses, and long term debt in foreign 
currencies are translated into Canadian dollars at the year end rates of exchange and the remaining 
assets and liabilities at appropriate historical rates. Revenues and expenses are translated at average 
exchange rates for the year with the exception of depreciation which is based on the historical rates 
used for the related assets. 


Gains and losses resulting from translation are included in income. 


Inventories 
Inventories are valued at the lower of cost, replacement cost and net realizable value. 


Fixed assets 

Land, buildings, machinery and equipment are recorded at cost and include expenditures which 
substantially extend their useful lives. Maintenance, repairs and minor renewals are expensed as 
incurred. Depreciation is provided on assets purchased prior to January 1, 1972 on the diminishing 
balance method and on assets purchased after January 1, 1972 on the straight line method. 
Depreciation rates are based on estimated useful lives as follows: buildings — forty years; machinery 
and equipment — ten years. 


Income taxes 
Deferred income taxes result from claiming capital cost allowances in excess of depreciation recorded 
for financial reporting purposes and from tax losses carried forward. 


Provisions have not been made for withholding taxes on undistributed income of foreign 
subsidiaries inasmuch as such income is being reinvested in foreign operations. 


2. INVENTORIES 1978 1977 
Raw materials and supplies $11,790,102 $ 9,091,720 
Work in process 7,075,140 6,836,767 
Finished goods 9,674,312 12,768,793 
$28,539,554 $28,697,280 
3. FIXED ASSETS 1978 1977 
Accumulated 
Cost depreciation Net Net 
Land $ 880,111 $ 880,111 $ 883,583 
Buildings 17,878,226 $ 8,492,791 9,385,435 10,244,607 
Machinery and equipment 33,460,825 25,064,567 8,396,258 9,577,116 


$52,219,162 $33,557,358 $18,661,804 $20,705,306 


4. INCOME TAXES 

The company and its subsidiaries have recorded deferred taxes in the cumulative amount of 
$1,652,000 relative to tax losses carried forward in the amount of approximately $4,034,000 of which 
$2,929,000 expires December 31, 1982 and the balance at December 31, 1983. Additional tax losses 
carried forward in the amount of $210,000 in respect of which deferred taxes have not been provided 
expire December 31, 1983. 


5. BANK INDEBTEDNESS 
Bank indebtedness is secured by assignment of accounts receivable and inventories. 


6. WABASSO (EUROPE) B.V. 

Due to continuing losses of its wholly-owned subsidiary, Wabasso (Europe) B.V., the company has 
decided to sell or otherwise terminate this operation and accordingly the results of operations of 
Wabasso (Europe) B.V. for the year ended December 31, 1978 have been segregated from the 
remainder of the operations and the 1977 income statement has been restated on a comparative basis. 
The provision of $1,713,000 to cover estimated future costs is disclosed in the statement of income 
and retained earnings as an extraordinary item. The potential tax benefits of the losses and provisions 
relative to Wabasso (Europe) B.V. will only be recorded as and when they are realized. 


ay LIMITED 


Web 


NOTES TO 6. WABASSO (EUROPE) B.V. (continued) 
CONSOLIDATED STATEMENT OF OPERATIONS OF WABASSO (EUROPE) B.V. 
FINANCIAL 1978 1977 
STATEMENTS Sales $3,917,123 $3,148,366 
(Continued) Operating expenses 
Veamentded December 3101978 Manufacturing, selling and administrative costs 4,072,646 3,741,781 
: Depreciation 60,760 65,871 
Interest on long term debt 64,170 43,464 
Other interest 380,365 272302 
Foreign currency translation loss 251,156 
4,577,941 4,377,574 
Loss from operations of Wabasso (Europe) B.V. $ 660,818 $1,229,208 
7. LONG TERM DEBT 1978 1977 
Series ‘‘A”’ 8/2% debentures $7,500,000 $8,000,000 
Loan payable maturing in instalments to 1996 at 
9%% interest, secured by the building of a subsidiary 
(1,487,651 Dfl.) 714,815 
Notes payable maturing in instalments 
to 1980 at interest rates to 942% 764,762 970,515 
Mortgages 90,552 87,643 
8,355,314 9,772,973 
Portion included in current liabilities 1,023,884 973,775 
$7,331,430 $8,799,198 


AND SUBSIDIARY COMPANIES 


The Series “A’’ debentures mature December 28, 1987 and are secured by a floating charge on all the 
assets of Wabasso Limited. The sinking fund requires instalments of $250,000 semi-annually from 
June 28, 1974 to maturity. The company may redeem outstanding debentures for sinking fund 
purposes in addition to the semi-annual payments. The provisions of the trust indenture preclude 
the payment of dividends unless consolidated working capital exceeds $5,000,000. 


Approximate repayment schedule of long term debt to 1984 is as follows: 


1980 — $750,000 
1981 — $505,000 
1982 — $506,000 
1983 — $506,000 
1984 — $507,000 


8. CAPITAL STOCK 
During the year capital stock was increased by an amount of $7,333,232 representing a dividend 


declared out of Capital Surplus on Hand. 
9. STATUTORY INFORMATION 1978 


Number of directors 12 12, 
Directors’ remuneration (including $1,000 paid by 

subsidiary companies) (1977 - $1,000) $ 24,500 $ 24,400 
Number of officers and past officers 6 7 
Officers’ and past officers’ remuneration $307,400 $337,200 
Number of officers who are also directors 3 3 


1977 


AND SUBSIDIARY COMPANIES 


‘ 
LIMITED 


AUDITORS’ REPORT 


To the share holders 
Wabasso Limited 


We have examined the consolidated balance sheet of Wabasso Limited as at December 
31, 1978 and the consolidated statements of income and retained earnings and 
changes in working capital for the year then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included 


such tests and other procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial 
position of the company as at December 31, 1978 and the results of its operations and 
the changes in its working capital for the year then ended in accordance with 
generally accepted accounting principles applied ona basis consistent with that of the 


preceding year. 
Montreal, Canada 
March 9, 1979 


THORNE RIDDELL & Co. 


Chartered Accountants. 
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